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KEY ECONOMIC INDICATORS: MEXICO 


1969 1970 1971 % Change 

ITEM Final Revised Preliminary 71/70 
INCOME , PRODUCTION 
GDP at Current Prices 29,992 33,848 N.A. - 
GDP at Constant 1960 Prices 22,192 23,896 NA. - 
Per Capita GDP, Current Prices 

in USS 610 669 NA. - 
Fixed Investment, Public and 

Private 6,079 6,839 N.A. - 
Industrial Prod. Index (1970-100) 93.1 100 103.5 43.5 
MONEY, PRICES 
Money Supply 3,547 3,921 4,245 +8 .3 
External Public Debt 

Outstanding 1/ 3,450 3,787 N.A. - 
Debt Service Ratio to 

Current Acct. Earnings 22 (est) 23 (est) 24 - 
Interest Rates (Commercial 

Bank Prime) 11.5-12.0 11.0-12.0 11.0-12.0 ~ 
Consumer Price Index, 

National (1968-100) 103.5 108.5 114.1 45.5 
Wholesale Price Index, 

Mexico City (1954-100) 164.3 174.1 180.5 +3 .7 
BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange 

Reserves 718 820 1,020 +24.4 
Balance of Payments +48 +102 +200 - 
Balance of Trade -694 -1,108 -968 +12.6 
Exports, FOB (w/BoM reval.) 1,384 1,368 1,443 +5.9 

U.S. Share 2/ 880 970 1,012 - 
Imports, CIF 2,078 2,456 2,411 -2.0 

U.S. Share 1.235 1 , 566 1,478 - 
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Main imports from U.S. in 1971: Chemicats (inorganic and organic), medicinal and 
pharmaceutical products; Machinery and Equipment (electric and non-electric): 
office machines, metal working machinery and machine tools, paper and printing 
machinery, construction and mining machines; Automotive accessories and parts; Iron 
and Steel Products. U.S, agricultural products continue to maintain an important 
share of the Mexican market - particularly fats, oils, cereals, and hides. 


1/ Maturities of one year or more, Central Government and decentralized agencies. 
2/ Includes revaluation calculated by Embassy. 


Sources: Bank of Mexico, Secretariat of Industry and Commerce, and Embassy 
calculations. 


SUMMARY 


The current trend of the Mexican economy is in the direction of increased 
growth in Mexico's Gross Domestic Product (GDP) during the second half of 
1972. Spurred by the Mexican Government's fiscal and monetary policies 
aimed at increased but non-inflationary economic development, as well as 
by renewed consumer confidence, GDP for 1972 should rise above last year's 
growth rate. 


In 1971, Mexico took steps to consolidate its economy, improved its balance 
of payments, strengthened its reserve position, and reduced inflationary 
pressures, setting the stage for increased growth in 1972. However, the 
Government's fiscal and monetary policies during the first part of 1971, 
which reduced pressures on prices and improved international payments 
balances, also slowed down the growth rate of the economy, with preliminary 
indications of real GDP growth of only 3.2-4.4 percent in 1971, compared 

to 7.7 percent in 1970. 


Present monetary and fiscal policies are designed to increase Mexico's 
real GDP growth rate to 5-6 percent this year. Like any developing 
country, Mexico faces serious challenges to its continuing development, 
but so far seems fully capable of meeting them. 


The United States remains the predominant supplier of Mexican imports, 
about 62 percent in 1971. About 70 percent of Mexico's exports are 
destined for the U.S. Although U.S. exporters continue to face strong 
competition in Mexican markets, they have several important factors 
working in their favor. Their task will be assisted by the U.S. Trade 
Center in Mexico City, which was inaugurated in February 1972. 


The increased investment plans of the Mexican Government for the remainder 
of 1972 and 1973 offer excellent opportunities for expanded exports, 
particularly of capital goods. The recent monetary realignments should 
enable alert U.S. exporters to improve their competitive advantage vis-a- 
vis Japanese and European producers. They should also stimulate Mexican 
sales in the U.S. market of competitive items. 





CURRENT SITUATION AND ECONOMIC TRENDS 
Decline in Growth Rate for 1971 


On March 7, 1972, Lic. Ernesto Fernandez Hurtado, Director General of the 
Banco de México (central bank) estimated that GDP growth in Mexico was 
between 3.2 and 4.4 percent. Earlier estimates of GDP growth had been in 
the 4 to 5 percent range or above. In giving his estimate, Lic. Fernandez 
Hurtado noted that figures for 1971 are not yet available for retail trades 
and services. 


This reduction of GDP growth to the 4 percent range from a growth rate of 
7.7 percent in 1970 was very largely the result of the GOM monetary and 
fiscal policies designed to reduce both inflationary pressures and the 
trade deficit. These policies were highlighted by a reduction in the rate 
of monetary growth, and fiscal revenue measures including important in- 
creases in social security taxes and in the excise tax on luxury items, 
reduced depreciation allowances, and a reduction in the tax exemption for 
reinvested earnings. But it was on the expenditure side that Mexican 
fiscal restraint was most apparent, with slowdowns in public sector 
projects, and stretched out payments to GOM suppliers. All of these 
measures resulted in a reduction of pressures which had been exerted on 
prices and the balance of payments, enabling Mexico to achieve modest 

GDP growth, but not at the price of a continued high level of inflation 

or at the cost of undue pressures on the balance of payments. The Mexican 
economy seems on a firmer footing and more stable because these measures 
were taken promptly. 


Increased Stimulation of Investment in 1972 


The GOM monetary and fiscal policies followed from President Luis Echeverria's 
inauguration in December 1970 until well into 1971 may be thought of as 
Stage I of the Administration's national economic program. The policies 
followed in Stage I cooled down and consolidated the economy to a degree 
sufficient to enable the GOM to embark late in 1971 on Stage II, a program 
of greater monetary growth, and fiscal policies aimed at the achievement of 
non-inflationary economic growth in the range of 5-6 percent annual GDP 
increase for 1972 and perhaps 6-7 percent in 1973. Bases of Stage II are 
increased stimulation of private sector investment, greater public sector 
investment in infrastructure projects, greater concentration on the develop 
ment of tourist facilities, and a continuation of Mexico's efforts to 
produce more items for export, to export more, and to diversify export 
markets. Although official statistics are not yet available, unofficial 
data indicate a sizeable increase in sales of consumer products throughout 
Mexico during the first quarter of 1972. This is an encouraging sign of 
renewed consumer confidence. 





Sectoral Growth Prospects Good 


Sectoral growth of the Mexican economy was irregular during 1971, and in 
general increased at a lower rate than in 1970. Stage II GOM economic 
policies should reverse this trend, and several key sectors should increase 
their growth rate, particularly during the last half of 1972 (as Stage II 
policies take effect) and 1973. During 1971, agricultural production rose 
2.7 percent, which is below Mexico's 3.5 percent annual rate of population 
growth. This modest increase was led by cotton (up 16.9 percent), and 
sugar cane (up 6 percent). Corn production (a basic Mexican diet item) 
increased 1.8 percent, about one-half the population growth rate, while 
wheat production declined by 13.4 percent. Livestock production was up 

4.3 percent, wood and other forestry products increased two percent, and the 
fisheries industry showed a 10.9 percent gain. 


Industrial Production Shows Irregular Trends 


In the industrial sector, production of the manufacturing industry increased 
by 3.5 percent. Disaggregating statistics within the manufacturing indus- 
tries, a marked irregularity is immediately noted. Production of canned 
fruits and vegetables was down 12.8 percent when compared to 1970. Beer 
and carbonated beverages production was reduced by a similar figure. 
Production of metal furniture declined 21.1 percent. Production of 
electrical appliances was down by 8.4 percent. Other items showed sub- 
stantial increases in production. Among these were transportation equip- 
ment (up 7.6 percent), glass (up 18.2 percent), basic chemicals (up 7.2 
percent), synthetic fibers (up 28.4 percent), tires and tubes (up 10.1 
percent), and clothing (up 18.1 percent). 


Construction Industry Sluggish, Should Improve 


The construction industry was particularly affected by Stage I GOM economic 
policy. Total construction did not rise above 1970 levels -- with a slight 
increase in private sector construction offset by postponement of public 
sector projects. However, with Stage II now underway, and with a new 
workers’ housing law which will provide for the construction of 100,000 
new units each year over the next several years, the construction industry 
is expected to show substantial growth. This is a sector of considerable 
importance to the Mexican economy, and, in Mexico at least, is highly 
labor-intensive. 


Power, Communications, Public Sectors Up 


Electric power generation in Mexico rose 9.4 percent during 1971, while the 
transportation and communications sectors grew by five percent. The govern 








ment sector grew by 7.5 percent, due principally to increased salaries of 
GOM employees. 


Mining, Petroleum Sectors Disappointing 


For the most part, the performance of the mining and petroleum sectors in 
Mexico in 1971 was disappointing. The mining sector grew by a scant two 
percent, while petroleum extraction was virtually at the same level as 
1970, though natural gas capture and sale was increased. Silver, lead, 

and zinc production declined in 1971, offset by gains in copper, mercury, 
and flourspar. The petroleum situation is aggravated by increasing 
domestic demand, and crude oil imports, though not substantial, were 
greater than in 1970. If more resources are not allocated to petroleum 
extraction, Mexico may soon be faced with crude oil imports at levels which 
would aggravate its balance of trade problems. 


Commercial Sales and Services are Question Marks 


As indicated earlier in this report, data on commercial sales and inven- 
tories and the services sector are not available at this time. These 
sectors represent 45.5 percent of Mexico's GDP; hence the impossibility 
of estimating 1971 GDP growth except within the 3.2-4.4 percent range 
referred to above. 


Inflation Being Brought Under Control 


Wholesale prices in Mexico rose only 3.7 percent in 1971 compared to 6 
percent the previous year. However, the National Consumer Price Index, 
which of course lags behind wholesale price indices, showed a rise of 5.5 
percent in 1971, a higher figure than in 1970. Early indications are 
that inflation is being held in check in the first months of 1972, and 
the prospects are for a continued control of inflationary pressures by 
GOM economic policies. 


International Reserves - Record High at Year's End 


The net international reserve position of the central bank of Mexico 
improved by US$ 265 million during 1971, and Mexico's gross holdings 
(IMF definition) improved by some US$ 200 million during the year, At 
the end of 1971, Mexico's reserves stood at US$ 1.02 billion, a record 
high. 


Foreign Trade - Situation Improving 


Imports and payments abroad increased in 1971 over 1970, but only by about 
one percent, compared to a 17 percent rise in 1970. Total merchandise 
imports declined by two percent, due to reduced public sector imports, 





down by a dramatic 29 percent as a result of Stage I policies. Private 
sector merchandise imports actually increased by a modest 3.4 percent in 
1971, compared to 14.4 percent in 1970. Mexico increased its exports by 

5.9 percent in 1971. It is interesting to note that the reduced trade 
deficit was largely the result of developments in the second half of 1971, 
which was marked by increasing exports and declining imports. Exports also 
have increased substantially during the first two months of 1972 as compared 
with the same months of 1971, giving some reason for optimism that Mexico's 
export drive is succeeding. 


Considerable resources are being directed toward this export drive. The 
Mexican Government recognizes that services on foreign debts undertaken 

to spur economic growth and development require that an all-out effort be 
made to obtain foreign exchange through increased exports and tourism -- 
key areas for Stage II of the Government's national economic policy. 
Similarly, efforts will be continued to reduce foreign exchange loss by 
limiting unnecessary imports wherever possible. It was, in fact, the 

sale of more manufactured goods abroad during 1971 which accounted for 

the total increase in exports, as exports of agricultural products actually 
declined. Tourism revenues were up by 9.1 percent in 1971. 


Mexico Welcomes Selected Foreign Investment 


The Mexican Government welcomes foreign investment if it meets Mexico's 
own criteria. Investment is particularly welcome outside present over- 
crowded urban areas, and when announced policies are implemented sub- 
stantial tax advantages will be available for approved investment of this 
type. Normally, foreign investment in Mexico is associated with Mexican 
firms in a joint venture or similar arrangement. Foreign private invest- 
ment is invited which confers a high degree of technology transfer, or 
which contributes to Mexico's export expansion or import substitution 
programs. Each proposed investment is decided by Mexican Government 
authorities on a case-by-case basis. 


IMPLICATIONS FOR THE UNITED STATES 


Mexico's Economic Growth Affords Opportunities for US Exporters 


As Mexico recovers from the slower pace of economic growth noted in 1971, 
and gears up its economic development plans for the next two years, alert 
US exporters, particularly of capital goods, will find many opportunities 
for sales. 


Many American firms are moving to establish close ties with Mexican 
companies, a good way to do business in Mexico. Others are seeking Mexican 











firms for joint ventures, as sales representatives, or for licensing 
arrangements. American exporters have several advantages they should 
capitalize upon. These include 1) well-known and respected brand names 

in Mexico; 2) short delivery time not only for initial export items but 

also for replacement parts, etc.; 3) quick engineering and sales service, 
where required; 4) a language advantage - English is the most common second 
language in Mexico, and more and more American businessmen are learning 
Spanish; 5) prompt financing facilities through such programs as the Export- 
Import Bank's streamlined procedures for preliminary commitments, and Exim's 
Cooperative Financing arrangements with Mexican banks; and 6) the improved 
price position of US products relative to many foreign competitors as a 
result of recent monetary realignments. 


Specific areas which appropriate US firms will want to investigate include 
capital goods in the following areas: petroleum, petrochemicals, electric 
power, railroads, transportation and telecommunications, used aircraft, 
airport facilities, heavy construction equipment, paper and pulp industries, 
computers and peripheral equipment for office and industrial uses. 


Capital goods in general will continue to account for the bulk of Mexico's 
imports, while the GOM will continue to discourage the import of consumer 
items, especially if an equivalent item is manufactured in Mexico. In 
summary, Mexico should, during the next two years, remain at least the 
sixth, and possibly the fifth, largest U.S. export market in the world, 
particularly if U.S. exporters are alert to the opportunities which the 
growing Mexican economy provides. 


U.S. Trade Center Provides Services for U.S. Exporters 


On February 14, 1972, the first US Trade Center in Latin America was inau- 
gurated in Mexico City. The Trade Center, staffed with experienced economic/ 
commercial personnel, is expected to become a focal point for US business- 
men seeking to market their products in Mexico. The first two shows featured 
packaging and metalworking equipment and machinery, and were quite successful. 
Through the balance of 1972, exhibitions featuring analytical instruments 
(April), office equipment (June), food processing machinery (September) , 

and graphic arts machinery (October) will be mounted. Other shows under 
consideration include equipment for pollution control and for the paper and 
pulp industries. 


In addition to the formal shows initiated by the Department of Commerce in 
Washington, the Trade Center also has a "Privately Sponsored Exhibition" 
program which allows US exporters and their Mexican representatives to use 
the facilities of the Trade Center free of charge for a wide variety of 
promotion activities. Thus American exporters should find the Trade Center 
an ideal vehicle for penetration of the important and expanding Mexican 
domestic market. For further information on this, one should write to 
Director, U.S. Trade Center, Apartado Postal M-2805, Mexico 1, D.F. 
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